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BAHRAIN 
(SUS Nillions) 


1580 1943 


ECONOMIC INDICATORS 


Inflation Rate (3) 
Real GDP Growth Rate 7.5 ~ 
GDP (197? prices) e.ckh? - 
Population * 350,758 xx 417,210 


GOVERNMENT BUDGET 


A. Total Revenues 

0il/Gas 545 - 
B- Total Expenditures 1,432 1,529 *xx 
C. Surplus (Deficit) ct - 


1,525 *xx 


- BALANCE OF PAYMENTS **xx 


A- Merchandise Trade 114.4 
1. Total Exports 3610.4 


(143.1) 
3195.0 


(368.0) 
3135.7 


(eeb.-1) 
e0e4.0 


Oil 


Non-oil 
Total Imports 


0il 


3209.1 

401.3 
3452.1 
1994.4 


2585.1 

b13.8 
334e.1 
l4eb.1 


evle.3 

423.4 
35e3.7 
1644.7 


1743.4 
eé0.4 
ec7b.4 
456.7 


Non-oil 1457.6 1916.0 1479.0 13e0.2 


Services, Transfers, 

Capital (Net) 

1. Travel (Net) 53-7 47.4 25.6 

e- Workers Remittances (2863.5) (c98.4) (331.7) 

3. Investment Income/ 7bhe4 354.6 ube. & 
Other Services 

4. Other $97.9 lbe.e 127.4 


(448.0) ebb.S c&é4.3 


- Overall Balance 563.3 123.4 (1064.0) 
Reserve Movements (563.3) (123.4) 104.0 
Official Reserves (NET) (342.3 106.84 132.2 
Commercial Reserves (NET) (221.0) (e3e.2) (26.2) 


IV- U-S- TRADE WITH BAHRAIN **xx%x 


A- Exports 234.1 
Share le.e 
Rank 3 
Imports ol 


Bahrainis and non-Bahrainis 

1941 Census 

Budgeted. not actual 

For 1985, data are only through @3 





The Economic Setting 


Bahrain is a small islang state located in the Arabian Gulf about fifteen 
miles from Dhahran. Saudi Arabia. It is ruled by an Amir, Shaikh Isa bin 
Salman Al-Khalifa. whose family has ruled Bahrain for about two hundred 
years. Bahrain. a member of the Gulf Cooperation Council (GCC). has close 


political and economic ties with Saudi Arabia and with other Arab States in 
the region. 


Oil was discovered in Bahrain more than 50 years ago in 15932 by American 
geologists. Even though oil production which is currently about 40,600 
barrels per day is continuing to decline, oil and gas still dominate 
Bahrain's economy, accounting for about bS percent of GDP- Bahrain's oil 
reserves are not expected to last more than another 10 to 15 years, but gas 
should last about 5U years at present rates of consumption. 


During the last decade the government has worked to diversify Bahrain's 
economy. Bahrain now has important aluminum, ship repair and gas 
liquefaction installations in addition to an oil refinery. which has been 
the island's principal economic asset for almost 50 years. Last year 
Bahrain added a petrochemical complex and an iron ore pelletizing plant. 


Construction of a major regional university is well underway. 


In addition to its efforts to build an industrial base. the Government has 
taken steps to make Bahrain the Gulf's business and service center. In this 
regard. the most successful diversification has been the establishment of a 
major international banking center, including about 75 offshore banking 
units (OBUs) and a total of more than 170 financial institutions. Many 
international firms. including U-S- ones. have located their Middle East 
offices in Bahrain because of its pleasant social atmosphere and good 
transportation and communications facilities. (Bahrain is the headquarters 


of Gulf Air. a regional carrier with frequent flights to Europe and the Far 
East.) 


Growth and Prices 


After a decade of high growth, Bahrain's economy began to slow in 15845. 
Through most of the 1970's and until 1983, Bahrain's annual real rate of 
growth ranged from 5 to 7 percent. In 1985, however, the real rate of 
growth dropped to about 3 percent. Bahrain's past economic diversification 
efforts moderated the speed and the severity of the downturn, but failed to 


offset the combined effects of the oil market and the Gulf's business 
cownturn. 





dete ns 


Over the past year construction activity has suffered a sharp decline} 
hotel occupancy rates have dropped’ and an arrearage problem has developed. 
Also. in reaction to the Gulf's business downturn, many regionel firms are 
scaling back. and consequently. rents for office/commercial space and 
residential units have dropped significantly- Some western expatriates have 
left Bahrain and some foreign firms have closed their local offices. 


Foreign Trade 


The overall balance of payments for 1584 (the latest year for which data 
are available) is estimated to have been in deficit of $104 million as 
compared to a surplus of §123-4 million in 1983. The merchandise trade 
deficit reached §348.0 million in 1964 as compared to §143.1 million in 1983 
due to a decrease in non-oil exports and an increase in oil imports. 
Services, transfers, and the capital account showed a surplus of $284.3 
million, which was only a small increase from the 1983 surplus of §2bb-5 
million. 


The deficit on non-oil merchandise account was Bahrain's largest ever 
and reached §1455.b million in 1984 as compared to §1302-1 million in 1583. 
Total non-oil exports declined by 31 percent to $423.4 million in 15964 end 
primarily was due to a fall in the value of aluminum exports and lower 


re-exports of machinery, electrical and other manufactured goods- Non-oil 
imports declined by 1.9 percent to §1675.G million. The drop was uneven 
across import groups’ machinery and transport equipment and many 
manufactured articles declined in value terms. while other groups, e-g- 
food. showed an increase. 


Oil trade. however, hac a surplus of §10b?-3 millions which was smaller 
than the 1983's §1159.1 million surplus. The value of total exports of 
crude oil and refined product rose significantly to §2,7l12.3 million from 
$2,5485.1 million in 1963. The volume of oil exports climbed from b3.& 
million barrels in 1583 to 70-4 million barrels in 15984. 


UeS.- Market Share 


According to Bahrain's trade statistics. U-S- exports to Bahrain totaled 
$263-4 million in 1564, an increase over 1983 but short of 1961's §3b7.4 
million. WU.-S- imports from Bahrain in 1984 were §32-5 million and consisted 
chiefly of unwrought aluminum. 


Japan had the greatest share of Bahrain's import market in 1984 with 
16-6 percent and was followed by the United States with 14.0 percent and the 
United Kingdom with 13.6 percent. The United States had the largest market 
share in 1981 and 1582. but fell to third in 1983. At the end of the third 
quarter 1985, the United States stood in first place with an 14.4 percent 
market share. We expect the fall of the U-S.- dollar against the yen and 
European currencies will have a positive effect on U.S. exports to Bahrain. 





The Government Budget 


The Government's 1986/87 budget of $2,557 million increases spending by 
about & percent over the previous 1984/65 buaget. The Government plans to 
issue treasury bills for the first time to finance its deficit. The 198b/8&? 
budget continues to emphasize social services such as education and 
infrastructural development. Government officials have announced that the 
budget will be revised if average oil prices drop below §20 per barrel -- 
the oil price on which the budget was based. 


An increase in oil export revenues led to a 1464 buaget surplus of §27 
million which compared to a $134 million deficit in 1983. Capital spending 
fell from $600 million in 1983 to $560 million in 15964. 


The 4-year plan which was to have run from 1981-1945 has been extended. 
During the extension period. old projects will be completed and some 
maintenance will be undertaken. but large new projects have been deferred. 


0il and Gas Sector 


Bahrain is a member of the Organization of Arab Petroleum Exporting 
Countries (OAPEC) out not of OPEC. Its oil industry includes the following 
players: 


A- Bahrain National 0il Company (BANO0C0)--Exploration, 
production, and marketing of oil. 


Bahrain Petroleum Company (BAPC0)--Refinery operation. 


Bahrain National Gas Company (BANAGAS)=--Collection and 
processing of associated gas and operation of the natural 
gas liquids plant. 


CALTEX--Owns 40 percent of BAPCO and le-5 percent of 
BANAGAS. 


For the time being. through gas injection. Bahrain has stabilized its 
declining oil production at an average of about 40,000 barrels a day. 
Bahrain is also conducting offshore exploration: BANOCO and the Kuwait 
Petroieum Exploration Company (KPEC) are drilling near the Abu Saafa field 
under a production sharing arrangement in which KPEC pays the exploration 
costs. 


In addition to its own domestic production, Bahrain receives one-half of 
the output from the offshore Abu Saafa field from Saudi Arabia. ®roduction 
varies with Saudi Arabia's overall requirements. but production has recently 
averaged 140,000 b/d. Bahrain does not receive crude, but rather its 
treasury receives a remittance for 50 percent uf Abu Saafa revenues. 
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Bahrain's crude production accounts for about 25 percent of the 
refinery's feedstock; most of the remainder is imported from Saudi Arabia by 
pipeline- Refinery throughput is 4 function of market demand for refined 
product. Production of the 250,000 b/d capacity refinery dipped to an 
average of about 175,U0U0 b/d in 1963. to 200,000 b/d in 1964, and to about 
160,0U0 b/d in 1585. For the first quarter of 154b. however, refinery 
throughput has increased significantly. 


The BANAGAS gas liquefaction plant utilizes associated gas which is 
pipea directly from Bahrain's oil field to the liquefaction plant where it 
is converted into butane. propane and nephtha- In addition to the 
associated gas. Bahrain also has ample supplies of deep=-strata khuff gas. 
Major domestic users of natural gas include the aluminum smelter and related 
industries. power and desalination plants. and the BAPCO refinery. The 
plant has been a profitable operation, but now faces dramatically lower 
prices 


Gulf Petrochemical Industries Company (GPIC) complex was completed by 
the Italian firm SNAMPROGETTI in late 1585. The export-oriented plant has a 
capacity of 1,000 tons of ammonia and methanol daily and production is 
planned to expana by about 20 percent in the next 2 years. GPIC is a joint 
venture of the Petrochemical Industries of Kuwait, the Saudi Basic 
Industries Corporation (SABIC). and the Government of Bahrain. The methanol 
is marketed by SABIC while Kuwait markets the ammmonia-. GPIC is taking 
steps to confront the SO percent fall in its product prices over the last 3 
years. 


A feasibility study for a Heavy Oil Conversion Company, a joint venture 


of Kuwait. Saudi Arabia. and Bahrain. was completed by Lummus Engineering in 
1963. The proposed project would have converted heavy fuel oil from Gulf 
countries into lighter products. The billion dollar price tag would have 
made this one of the largest projects ever unaertaken in Bahrain. 
Developments in the oil market have forced deferral of the project. 


Other Industries 


Aluminium Bahrain (ALBA) operates an aluminum smelter which is owned 
principally by the Government of Bahrain and by the Saudi Public Investment 
Fund. Their combined 7& percent share of the smelter'’s output is sold 
through the Bahrain Aluminum Company (BALCO) which is also owned by both 
governments. In 1984 ALBA produced 176,000 tons of aluminum and BALCO's 
vrofits exceeded the 1963 level cf §30 million. In 1985, with 1 week less 
of production than 1984, ALBA production totalled 176.731 mti exports 
dropped to 129,310 mt in 1965 compared to 186,916 mt in 1964. For the first 
quarter of 1946, ALBA's shipments climbed 40 percent over 1985 levels when 
the industry experienced a slump- ALBA's management is proceeding with its 
plans to automate the smelter. Eventually the smelter's capacity is 
expected to increase to 200.000 tons. 
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Bahrain Aluminium Extrusion Company, owned by the Bahrain Government, 
produces aluminum cladding, doors and window frames for supply to the 
construction industry. BALEXCO exports about &0 percent of its local 
production. 


The Gulf Aluminum Rolling Mill (GARMNCO), a joint §100 million project of 


Six Gulf States. was inaugurated in February 1986. The factory will have a 
capacity of 40,000 tons per year and will utilize aluminum ingots from ALBA 
to produce aluminum sheet, coil and foil stock. The GARMCO plant, which was 
constructed by Kobe Steel of Japan, is owned by the Governments of Kuwait, 
Saudi Arabia. Iraq and Bahrain with 20 percent each and Oman and @atar with 
10 percent each. GARMNCO also plans to construct a 6,000 ton per year plant 
to make aluminum foil by the end of 1948. Kaiser Engineers serve as 
GARMCO's engineering consultants. 


The Arab Iron and Steel Company’s (AISCO) iron ore pelletizing plant was 
completed by Kobe Steel on schedule at the end of 1984. The plant has a 
capacity to produce four million tons per year of iron pellets, primarily 
for export. AISCO has operated intermittently because the firm still has 
not found a viable market. In 1945 AISCO rescheduled about §240 million in 
loan repayments. 


Gulf Acid Industries, which began operating in the last quarter of 1545; 
produces 30 tons of sulphuric acid per day using sulphur purchased from 


BANOCO- The plant expects to sell about &0 tons per month to BALEXCO and 
about 250 tons per month to the Abu Jarjur desalination plant. Machinery 
and technical kown-how for the plant were provided by Simon Carves of India. 


The Arab Shipbuilding and Repair Yard (ASRY) which is owned by OAPEC has 
reduced its operations cost but is sti not breaking even. Attacks on oil 
tankers in the Gulf has offered some relief. ASRY has had some success in 
its efforts to diversify into the regional steel fabrication market. During 


the first quarter of 1986. shipyard occupancy reached SU percent’ since the 
yard opened in 197?., repairs have exceeded 100 million deadweight tons. 


Arabian Gulf University is expected to open its main campus with an 
enrollment of approximately 400 students in September 1946. The South 
Korean firm Daelim won a $60 million contract to build the university which 
is being funded by the GCC countries plus Iraq- Eventually. student 
enrollment is expected to reach about 5,000 students from throughout the 
Gulf. The university should be completed in 1990, but as a first step, a 
medical school was established in a separate facility adjacent to Bahrain's 
largest hospital and is in its second year of operation. When the main 
campus is completed. other graduate programs such as environmental-desert 
Studies will be added- Therefore, the university may have opportunities for 
suppliers of not only academic furnishings and equipment, but also 
educational technology and laboratory and medical equipment. 





Banking and Finance 


Bahrain's development as a major financial center has been the most 
widely heralded aspect of its diversification effort. Thirteen U-S. banks 
and financial institutions are among the more than 170 financial 
institutions on the island. At the end of 1984, Bahrain's OBUs employed 
about 2,b00 people. of whom, about 1,500. or 549 percent were Bahrainis. 


Since 1943. however, the regional economic climate in which these 
institutions operate has become much more difficult due to a decline in oil 
revenues, the Iran-Iraq war. and the tightening of Saudi restrictions on the 
operations of OBUs in order to foster the development of its own banking 
system- Banks including some U-S- banks have reacted by scaling back their 
Bahrain operations or leaving the area. Nevertheless. there still appears 
to be sufficient business for many of those financial institutions already 
located in Bahrain. Many intend to weather the present difficult period in 
the hopes that business will improve when oil prices recover and the 
Iran-Iraq war comes to an end. Despite the difficulties. O0BU assets have 
continued to hover around the §b0 billion level’ at the end of 1985, OBU 
assets stood at §5b-4 billion. a decline from §b2-.? billion at the end of 
1964. 


Agriculture 


The Government has made noticeable progress toward its goal of enhanced 
self-sufficiency in food production. Local production now provides 
approximately 15 percent of fresh vegetable sales. 


The dairy sector saw the expansion of three private herds. and efforts 
undertaken to improve the nationai dairy farm. A national dairy 
pasteurization plant is expected to start operations in 1986. Work 
continues on modified greenhouses (utilizing drip irrigation) for use by the 
local small farmers and on efforts to improve drainage in low-lying areas. 


An abattoir which opened in mid-1984 supplies the island's requirements 
for freshly slaughtered sheep and cattle. The animals processed by this 
facility are all imported. The sheep come principally from Australia. 
Cattle are brought from Australia and East Africae In late 1984, cattle 
from France were imported following the ban on exports imposed by the 
Government of Kenya- The hides of cattle slaughtered in the new facility 
will be exported to tanneries. most likely in Italy. 


The modern poultry slaughter house opened in late 1943. is supplying 
both fresh chilled ana frozen poultry to the local market. The island's 
feed mill. operated by the owners of the poultry slaughter house, produce 
about 22,000 tons of feed annually. 





The Bahrain-Saudi Arabia Causeway 


Last year the causeway linking Bahrain to Saudi Arabia was completed. 
Work continues, however, on the access roads end customs and immigration 
facilities. Consequently. the causeway may not open until late 198k. 


There is wide speculation about the effects that the causeway will have 
on life in Bahrain. Some people believe that the causeway will raise 
praperty values in Bahrain and will help to increase demand for recently 
completely residential, commercial, and office space. It is also assumed 
that Bahrain's merchants will face increased competition from Saudi firms 
and that the result will be to reduce consumer prices in Bahrain which are 
considered to be the highest in the Gulf. It is difficult to judge the 
precise impact that the causeway will make. especially because the two 
countries have not yet announced what limitations, if any. will be imposed 
on those wishing to use the causeway. 


Business Opportunity for U.S. Firms 


The best prospects for U.S. sales to Bahrain during the next few years 
lie in the following areas: 


-- Petroleum. Gas and Petrochemicals. The BAPCO oil refinery and the 
BANAGAS gas processing plant are the dominant features of Bahrain's 
economy- Demand for equipment and services for these plants should remain 
high. There are no plans at present to construct cownstream plants to 
process GPIC'’s methanol and ammonia products in Bahrain, but several local 
businessmen are interested in exploring possibilities with foreign firms 
that could supply technology and know-how in combining GPIC's products with 
other local materials. 


-- Food and Agricultural Products. Despite selected increases in domestic 
production of vegetables, fresh milk and products, eggs and poultry meat, 
Bahrain has to import a vast range of food and agricultural products. 
Imports in 1984 were in excess of §2b5 million. The fall of the U-S- dollar 
vis a vis other currancies now offers an excellent opportunity for expanding 
sales of U-S- food and agricultural products to Bahrain. 


-- Aluminum. Several local entrepreneurs are already operating small 
aluminum fabrication plants. There is likely to be interest in equipment 
for plants that could make products from aluminum. Furthermore. Sy the end 
of 1988. GARMCO with GCC assistance plans to establish an aluminum foil 
manufacturing plant with a capacity of &,000 tons per year. 
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-- Computers and Software for Telecommunications and Banking- Bahrain is a 
major center of service industries in the Gulf. particularly financial 
services. The banks and other financial institutions have been affected by 
the overall slowdown in the region. but the market for the latest 
telecommunications equipment. computers ana software continues to grow. The 
Government of Bahrain is also considering several ambitious computer 
projects. 


-- Consumer Products. U-S- consumer products are very popular and widely 
available in Bahrain. U.S. firws should consider agency arranyements for 
sale of their products. 


Possible Future Projects 


The following major projects which are under consideration may provide 
substantial opportunities for U.S. firms in the future: 


--Fasht Al Adham New Town. The Government plans to reclaim 4 shoal area of 
about 200 square kilometers in the Gulf and to build a new town on the 
reclaimed land. 


--Gulf Tire Manufacturing Plant. The GCC is still working on an economic 
feasibility study for the construction of a major tire factory to supply 
Gulf States. Michelin is conducting a feasibility study’ Bahrain is a 
leading candidate for the factory. <A decision on the location could be made 
in 1594b.- 


--Tourism.- The Government of Bahrain is considering proposals from private 
developers for further development on the island's tourist facilities. 
Proposals include resort hotels and recreational facilities. 
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segura US. total trade deficit 
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$123.3 $107.9 $108.3 $101.5 all of 
billion billion billion billion them 


The answer is all of them. Find out why in Understanding 
United States Foreign Trade Data. 


This 190-page book is the newest aid published by the U.S. 
Department of Commerce to explain the different foreign trade 
Classification and valuation systems and other factors that 
complicate the understanding of U.S. foreign trade data. Divided 
into two parts, Understanding United States Foreign Trade 
Data is an invaluable resource for both occasional data users 
and trade specialists who utilize detailed U.S. foreign trade 
data in their day-to-day work. Part | provides an overview of 
U.S. foreign trade data and their uses. Part II describes various 
data series in detail, explains how to avoid problems when 
using the data, and provides guidance for performing analyses. 
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The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

¢ How do | obtain an export license? 

e What policies are followed in considering 
license applications? 

* How do | know when the policies change? 

¢ Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Do! need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 
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